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T AAC 43.047 HEALTH AND OUCIAL kb svo
kia, keratoconus, corneal degeneration, or rejection of an implant, or
when other medical reasons exist.

(¢c) Prior authorization by the division 1is required for tinted lenses
and contact lenses. (Eff. 8/18/79, Register 71; am 9/1/94, Register 131)

Authority: AS 47.05.010 AS 47.07.030

7 AAC 43.647. CONTRACTED FRAMES AND LENSES. The
division will, in its discretion, designate one or more enrolled pro-
viders for the purchase of frames or lenses through a contract for
services under AS 36.30 (State Procurement Code). (Eff. 9/1/94, Regis-

ter 131)

Authority: AS 47.05.010

AS 47.07.030

7 AAC 43.650. GLASSES. Repealed. (Eff. 8/18/79, Register 71,

repealed 9/1/94, Register 131)

~ AAC 43.655. INDIVIDUAL CONSIDERATION. Repealed.
(Eff. 8/18/79, Register 71; repealed 9/1/94, Register 131)

7 AAC 43.656. CONTRACTED FRAMES AND LENSES. De-
leted. (Eff. 7/3/94, Register 130; deleted as of Register 131)

Editor's note: As of Register 131, Octo-
ber 1994, and under authority of AS
44.62.125(b¥(6), the regularions attorney

deleted 7 AAC 43.656 because the sub-
stance of that section appears in 7 AAC
43.647.

ARTICLE 12. PROSPECTIVE PAYMENT SYSTEM.

Section

633. Inflation factors

685. Methodology and criteria for ap-
proval or modification of a fair rate
of payment for medical assistance
programs

Y

Editor's note: 7 AAC 43.675 — 7 AAC
43.705 were repealed by the Department
of Health and Social Services in an emer-
gency action effective 6/27/84, Register
91. The Medicaid Rate Commission
adopted 7 AAC 43.670 — 7 AAC 43.709 as
emergency regulations, effective 6/27/84,
Register 91, to replace the repealed regu-
lations. When the Medicaid Rate Commis-
sion emergency regulations were made
permanent and amended, effective
10:/21/84. Register 92, the substance of the

Section

687. Methodology and criteria for addi-
tional payments as a disproportion-
ate share hospital

regulations was reorganized and renum-
bered. The numbering and organization of
the material in 7 AAC 43.670 — 7 AAC
43.709, as of 10/21/84, bears no resem-
blance to the numbering and organization
of that material before 10/21/84. There-
fore, the history notes for 7 AAC 43.670 —
7 AAC 43.709 do not reflect the history of
those sections before 10/21/84, and refer-
ences to the emergency repeal of the
DHSS regulations on 6/27/84 have been
deleted.
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7 AAC 43.683 ADMINISTRATIVE CODE SuppLEMENT 7 AAC 43.685

7 AAC 43.683. INFLATION FACTORS. (a) Before May 1 of each
vear the department will adopt inflation factors to be used in estab-

lishing prospective payment rates for facilities. The department will
adopt separate inflation factors for

(1) acute care hospitals and specialty hospitals;

(2) long-term care facilities and intermediate care facilities for
the mentally retarded; and

(3) rural health clinics.

(b) The department will consider the following criteria in determin-
ing the inflation factors under (a) of this section:

(1) national and regional inflation trends specific to health care;

(2) economic conditions within the state, including inflation
trends specific to the state; these trends may be shown through
information and data used in forecasts prepared by experts in the
field or through other reliable historical information;

(3) regional differences within the state;

{4) budget inflationary factors in medical assistance appropria-
tions set bv the legislature; and

(5) other factors the department determines appropriate.

(¢) The inflation factors will separately identify annual rates of
inflation used to develop the inflation factor and will be consistently
applied vear to year. (Eff. 8/9/86, Register 99; am 7/4/87, Register 102;
am 8/6/92, Register 123; am 12/31/94, Register 132)

Authority: AS 47.07.070 AS 47.07.180

7 AAC 43.685. METHODOLOGY AND CRITERIA FOR AP-
PROVAL OR MODIFICATION OF A FAIR RATE OF PAY-
MENT FOR MEDICAL ASSISTANCE PROGRAMS. (a) The fol-
lowing methodology and criteria will be used by the department in
reviewing and setting prospective payment rates for medical assis-
tance programs; the relative importance of each criterion is a matter
of department discretion:

(1) whether the costs are reasonable given prudent and cost-effec-
tive management and operation of the facility;

(2) whether the costs are related to patient care and are attribut-
able to the Medicaid and General Relief Medical assistance pro-
grams;

(3) whether the prospective rate is reasonably related to costs;

(4) whether the prospective rates are the most reasonable under
the circumstances, considering the

(A) rate of use by medical assistance beneficiaries in acute
care; -

(B) rate of use bv medical assistance beneficiaries in long-term
care;

~1
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7 AAC 43.685 HEALTH AND SOCIAL SERVICES 7 AAC 43.685

(C) overall acute care occupancy; and

(D) overall long-term care occupancy.

(b) For facilities and services of facilities whose respective method-
ologies for determining a fair rate of payment are not described in this
section, the department will determine a fair rate of payment based on
actual costs per occasion of service as allowed in 7 AAC 43.686 for the
facility’s fiscal year ending 12 months before the prospective fiscal
year. The actual allowable operating costs will be calculated and ad-
justed as follows:

(1) The actual allowable operating costs per occasion of service
will be calculated from the -Medicare cost report for the applicable
fiscal year with adjustments as prescribed in the manual if the
Medicare cost report does not allocate costs in the required manner.

(2) Actual operating costs less capital costs, which are interest on
long-term debt, depreciation, amortization, leases and rentals for
real property, exclusive of equipment, property taxes on real prop-
erty used for direct patient care, and insurance on fixed assets, will
be adjusted forward based on a compound rate of inflation as out-
lined in 7 AAC 43.683. For long-term care facilities and intermedi-
ate care facilities for the mentally retarded, the ancillaries will be
separately identified from the daily facility expenses.

(3) Interest on long-term debt, depreciation, amortization, leases
and rentals for real property, exclusive of equipment, and property
taxes on real property used for direct patient care, will be consid-
ered based on budget data submitted by the facility as follows:

(A) For facilities that contain both long-term care services and
acute care services, budgeted depreciation, interest, and amorti-
zation will be allocated using the same methodology as was aliow-
able in the base year.

(B) Additional building depreciation and interest due to the
construction of additional beds will be adjusted to reflect 50 per-
cent of the base year occupancy.

(C) An appropriate allowance for depreciation, interest on capi-
tal indebtedness and capital for an asset of a hospital that has

. undergone a change of ownership will be valued at the lesser of

the allowance acquisition cost of the asset to the owner of record

on or after July 18, 1984, or the acquisition cost of the asset to the
new owner in accordance with 42 U.S.C. 1395x(v)(1)(O)(1); in ad-
dition, the recapture of depreciation expense on disposition of as-
sets that accommodate gains under the Medicaid program will be
limited by the provisions of 42 U.S.C. 1395x(v)(1)(O)(ii); payment
for acquisition costs associated with buying and selling of the

facility will be limited by the provisions of 42 U.S.C.

1395x(v)(1)(O)(ii1); for long-term care facilities, capital assets

used by the prior owner in the medical valuation of general relief
medical programs for purposes of determining payment rates will

79
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not be increased, as measured from the date of acquisition by the

seller to the date of the change of ownership, solely as a result of a

change of ownership, by more than the lesser of

(i) one-half of the percentage increase, as measured over the
same period of time, cr, if necessary, as extrapolated retrospec-
tively by the secretary of the U.S. Department of Health and
Human Services in the Dodge Construction Systems Costs for
Nursing Homes, applied in the aggregate with respect to those
facilities that have undergone a change of ownership during the
fiscal year or,

(i1) one-half of the percentage increase, as measured over the
same period of time, in the Consumer Price Index for All Urban @
Consumers (United States city average). .
(D) For facilities that contain long-term care services, acute

care services, or both, the department will determine as a capital

cost

(1) the reasonable cost for arms-length transactions for leases
and rentals for real property, exclusive of equipment, used for
direct patient care, and

(11) the actual cost for property taxes on real property used
for direct patient care.

(4) The department will require the following revenue offsets for
determining a fair rate for Medicaid and General Relief Medical
assistance programs:

(A) other operating revenue as defined in 7 AAC 43.686(c);

(B) tax revenue designated by the taxing authority for pay-
ment of interest expense on bonds and operating costs;

(C) donations or grants that are donor-restricted for operating

costs as allowed in 7 AAC 43.686.

(c) If a new facility is licensed, the rates for the first two years of
operating will be calculated as follows:

(1) for acute care, the percentage of charges will be set at the
statewide weighted average of percentage of charges for the most
recent 12 months of actual data available in the commaission office;

(2) for long-term care, the rate will be set at the swing bed rate
currently in effect, less the average capital costs contained in the e
swing bed rate, plus the inflation factor adopted under 7 AAC
43.683, plus the capital costs identified by the new facility, assum-
ing a first year occupancy rate of 40 percent and a second year
occupancy rate of 60 percent on licensed beds.

(d) The department will determine the percentage of charges for
acute care hospitals and specialty hospitals by calculating the ratio of
allowable operating costs less the required revenue offset per adjusted
admission in the base year, to actual revenue, not to exceed 100 per-
cent of projected charges. The allowable increase or decrease will be
calculated in accordance with (b) of this section.
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(e) The department will determine a per diem rate for long-term
care and intermediate care for the mentally retarded by totalling the
allowable operating costs for the daily rate and the average ancillary
cost per day, less the required revenue offsets. For a facility that’s
fiscal year begins on or after January 1, 1995, the department will
determine a per diem rate for long-term care and intermediate care
for the mentally retarded by totalling the allowable operating costs for
the daily rate and the average ancillary lower of costs or charges per
day, less the required revenue offsets. The per diem rate may not
exceed charges rendered to the general public. For purposes of this
subsection, allowable operating costs are as determined in 7 AAC
43.686.

(f) In using the criteria in (a) of this section, the department will
compare the allowable costs less capital costs calculated in (b) of this
section plus the appropriate annual inflation identified in 7 AAC
43.683 (base year allowable costs) to the approved allowable operating
costs less capital per occasion of service in the year preceding the
budget year (approved allowable costs) and will apply the following:

(1) if the base year allowable costs exceed the approved allowable
costs, the allowable costs will be limited to the approved allowable
costs plus the appropriate inflation factor identified in 7 AAC
43.683 plus 50 percent of the difference between the allowable costs
of the two years, limited to 5 percent of the costs in the base year;

(2) if the allowable costs are less than the approved allowable
costs, rates will be calculated in accordance with (b) of this section
plus 50 percent of the difference between the allowable costs of the
two years, limited to 5 percent of the costs in the base year;

(3) for long-term care facilities, allowable costs do not include
ancillary costs.

(g) For long-term care services provided on or after November 1,
1988, the department will limit the routine portion of the rate for a
long-term care facility to one that is the lesser of either the rates for
the long-term care facility as calculated in (a) — (f) of this section or
the maximum cap, calculated under (1) — (3) of this subsection. The
department will, under (1) — (3) of this subsection, recalculate the
maximum cap every six months and will reset prospective rates for all
long-term care facilities for the subsequent six-month period by apply-
ing the new maximum cap established for that period. The maximum
cap is calculated as follows:

(1) The department will place all long-term care facilities whose
rates are set under AS 47.07.070 into three categories, consisting of
free-standing facilities, facilities co-located with hospitals, and
state-owned facilities.

(2) The department will calculate a separate maximum cap for
the long-term care facilities listed in each of the three categories
listed in (1) of this subsection. The department will calculate the
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maximum cap for each category semi-annually, for the periods of

January 1 — June 30 and July 1 — December 31.

(3) The maximum cap is the weighted average of the rates for
routine services established by the department for the preceding 12
months for the category of long-term care facility, as adjusted by the
inflation factor adopted by the department under 7 AAC 43.683.
(h) The department will express acute care hospital and specialty

hospital rates as a percentage of charges and average rate per ad-
justed admission with anticipated medical assistance admissions and
medical assistance adjusted admissions.

(1) The department will express long-term care facility and interme-
diate care facility for the mentally retarded rates as a per diem rate
with anticipated medical assistance patient davs and dollar amount
per day that represents medical assistance patient-specific ancillaries.

() The department will determine a fair rate of payment for rural
health clinics based on actual allowable costs for each occasion of
service as determined by the Medicare carrier under 42 C.F.R.
405.2426 — 2429 for the rural health clinic’s fiscal year ending 12
months before the prospective fiscal year. The actual allowable costs
will be adjusted as follows:

(1) Actual operating costs will be adjusted forward based on a
compound rate of inflation as outlined in 7 AAC 43.683. The
anciliaries will be separately identified from the clinic visit rate.

(2) The department will require revenue offsets, described in
(b)(4) of this section, for determining a fair rate of payment for rural
health clinics.

(3) The prospective payment rate will not exceed the payment
limit set by the Health Care Financing Administration, U.S. De-
partment of Health and Human Services, which is in effect 60 days
before the rural health clinic’s fiscal year begins.

(k) The department will express rural health clinic rates as a per-
visit rate, with anticipated medical assistance visits and dollar
amount for each visit, that represents medical assistance patient-spe-
cific ancillaries.

(I) The department will determine a fair rate of payment for outpa-
tient surgical centers based on reasonable costs as determined under
42 C.F.R. 416.100 — 140.

(m) The department will determine a fair rate of payment for a
hospital outpatient laboratory service based on reasonable costs as
determined by the Medicare fee schedule.

(n) The department will express an outpatient surgical center rate
as a four part per-procedure rate with anticipated Medical Assistance
procedures.

(o) For assessments, reviews, and plans of care, the rate of a long-
term care facility calculated under (a) — (g) of this section is adjusted
upward by an increment that is the sum of the facility’s medical assis-
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tance admissions during the base year multiplied by 3.91, plus the
average number of medical assistance patients in the facility during
the base year multiplied by 2.73, then multiplied by the product of
1.281 multiplied by the sum of the average registered nurse wage rate
in the appropriate region plus half of the difference between that
average registered nurse wage rate and the highest reported regis-
tered nurse wage rate in that appropriate region; the resulting prod-
uct is then divided by the number of medical assistance patient days
in the facility during the base year. If the base year allowable costs
rather than the approved year rate are used in setting the facility’s
prospective rate and all or a portion of a facility’s base year used in
setting that rate includes any time after October 1, 1990, the rate
increment under this subsection is reduced by the percentage of the
base year, by month, that includes any time after October 1, 1990.
This subsection takes effect October 1, 1990.

(p) For a computerized patient assessment system, the rate of a
long-term care facility calculated under (a) — (g) of this section 1s
adjusted upward by an increment that is the result of dividing $6,700
by the number of medical assistance patient days in the facility’s base
year. If the facility does not have a January through December fisczl
year, the number of medical assistance patient days in the facility’s
base year used in the calculation under this subsection i1s the product
of total base year medical assistance patient days divided by 12
months, multiplied by the number of months remaining in the fisczl
year to accomplish payment of the $6,700 by the end of the fiscal year
in progress on January 1, 1991. The adjustment applies only to the
fiscal year in progress on January 1, 1991. This subsection takes effect
January 1, 1991.

(q) For patient assessment system training, the rate calculated urn-
der (a) — (g) of this section of a long-term care facility not located in
Anchorage is adjusted upward by an increment that is the result of
dividing the sum of $285 and the August, 1990 round trip airfare
between Anchorage and the location of the respective long-term care
facility, as set out in this subsection, by the number of medical assis-
tance patient days in the facility’s base year. If the facility does not
have a January through December fiscal year, the number of medical
assistance patient days in the facility’s base year used in the calcula-
tion under this subsection is the product of total base year medical
assistance patient days divided by 12 months multiplied by the num-
ber of months remaining in the fiscal year to accomplish payment of
amounts described in this subsection by the end of the fiscal year in
progress on January 1, 1991. The adjustment applies only to the fiscal
year in progress on January 1, 1991. The round trip airfares used in
the calculation under this subsection are as follows:

Cordova $180
Fairbanks 3278
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